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POLITICAL SCIENCE 
QUARTERLY. 



A NEW CANON OF TAXATION. 

THE object of this essay is to show that every tax has two 
and only two direct effects, — productiveness and pro- 
hibitiveness ; that these two effects are mutually exclusive and 
complementary ; that they vary in inverse ratio ; and that their 
sum is the total effect of a tax. 

Let me first bound my field. In this study the purpose of a 
tax has no significance. I deal with revenue, not with expendi- 
ture. I note the levying, not the destination of contributions. 
Nor do I concern myself with the distribution of a tax among 
individual citizens. My primary interrogation does not pertain 
either to the justice or to the equality of a tax. I do not inquire 
whether the citizen should contribute in proportion to ability 
to pay, in proportion to benefits received or according to natural 
opportunities. The nature of the authority imposing the tax 
cuts no figure in the discussion. The classes of effects are the 
same, whether the contributions be exacted by a government, a 
bank or a railway corporation. The shifting of taxes is here 
passed over. I study only those effects that appear with the 
ultimate incidence. 

The word "tax," as I shall use it, applies to any series of 
contributions authoritatively required of individuals according 
to some published principle of assessment. In this discussion I 
shall assume that the administrative machinery is perfect, so 
that whenever a contribution is legally collectible it is actually 
collected. Thus the only evasion I shall recognize is the strictly 
legal evasion. This is a bold assumption, but I cannot avoid 
making it at this stage of my argument. 

S85 
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I have bounded my field. I now propose to analyze the real 
nature of a tax. Every tax that is not an arbitrary seizure of 
property has a basis, that is, is imposed upon some person, thing, 
condition or act. The generic term I shall use for these is 
" phenomenon." We see then that certain orders of phenomena 
are singled out by the legislator and made the occasion of a 
contribution. The tax collector knows that wherever and when- 
ever the phenomenon occurs a payment must be exacted. The 
citizen knows that wherever the phenomenon occurs a payment 
must be made ; for this phenomenon has been selected as the 
signal for a contribution. What is the relation of the phenome- 
non to the payment ? From the social point of view the need 
of the treasury is the cause of the contribution, the phenome- 
non is but the occasion. But from the point of view of the 
individual citizen, the phenomenon selected as the signal of 
taxation is the real cause of the tax. His payment is the effect. 
No phenomenon, no contribution. 

Now what results flow from the perception of this causal 
relation ? This depends upon the way in which the citizen views 
the tax. From the social standpoint the payment of taxes is 
not an evil, seeing that normally the total benefits of govern- 
ment far outweigh the total burden of supporting it. But from 
the individual point of view the payment of taxes is an evil, 
since the benefits each derives from government are only in- 
finitesimally conditioned by his particular contribution. And 
as the taxpayer is always an individual, there will always be 
a motive to escape the payment of a tax. Now combine this 
fact with the one above mentioned. To the citizen the tax 
is an evil. The cause of this evil is the phenomenon selected 
as the occasion of a tax. To suppress the cause is to escape 
the effect. To prevent the phenomenon is to avoid the burden 
of the tax. Hence, if imported goods are taxed, the individual 
will have a motive to cease importing. If dogs are taxed, he 
will be moved to give up his kennel. If liquor selling is taxed, 
he will have a new inducement to discontinue. If he is taxed 
as a bachelor, he will have a new motive to marry. 

A tax, then, generates motives hostile to the order of phenome- 
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non on which it rests. But will the phenomenon actually dis- 
appear through dread of the tax ? This depends. In the first 
place the phenomenon may not be under the control of the citi- 
zen. A tax on red-haired people would not diminish the pro- 
portion of fiery heads. In the second place the phenomenon 
may be too advantageous. For any phenomenon of such impor- 
tance, regularity and frequency as to serve as the basis of a tax, 
owes its existence to a certain surplusage of satisfaction that 
it yields. Now if the diminution of satisfaction occasioned by 
the tax more than balances the surplusage due to the phenome- 
non, the phenomenon will not normally occur. For as the 
phenomenon brings with it the tax, the final balance is on the 
side of loss. If, on the other hand, in spite of the tax a margin 
of advantage still remains, the phenomenon will persist. Which 
will actually happen in any given case depends upon the nature 
of the phenomenon and the size of the tax This much, how- 
ever, we can say. As phenomena included under the same 
legal definition are often quite unlike as regards net satisfac- 
tion, and as under different circumstances and to different per- 
sons phenomena of the same order yield different surpluses of 
satisfaction, it follows that a tax will suppress some of its 
underlying phenomena earlier than it will others. It will attack 
the marginal phenomena. And scarcely any tax will be so 
light as to suppress none of the taxed phenomena or so heavy 
as to suppress all. 

From the foregoing we can conclude that a tax can have two 
and only two immediate effects. For the special phenomena 
singled out as the occasion for contributions must either persist 
or not persist. In so far as they persist, the effect of the tax 
is to yield revenue. The tax is to that extent productive. In 
so far as the phenomena do not persist, the effect is to suppress 
the phenomena. The tax is to that extent prohibitive. These 
two effects, then, are shown to be original, co-ordinate and com- 
plementary and to exhaust between them all the effects of an 
impost. 

In general, from the productiveness of a tax flow its fiscal 
consequences, that is, the changes wrought in the condition of 
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the treasury; from the prohibitiveness of a tax flow its social 
consequences, that is, the changes wrought in the condition of 
society. A tax in which the former quality is the more promi- 
nent I shall call a productive, or fiscal, tax. One in which the 
latter quality is the more prominent I shall call a prohibitive, 
social, or, as the Germans say, a " socio-political " tax. One in 
which the two qualities have nearly equal weight I shall call a 
socio-fiscal tax. Let it be noticed that I use the adjectives 
"productive" and "prohibitive" in a purely relative sense. In 
this sense a tax yielding a million may be more productive than 
one yielding ten millions. 

The effect of a purely fiscal tax may be summed up in a 
word : it brings revenue into the treasury. Of two such taxes 
the ratio of importance may be shown by the ratio of revenue 
yielded. There may be, however, one social consequence to 
such a tax. The tax may either mitigate or intensify the 
inequalities of wealth existing in society. It may tap the 
pockets of the poor or the coffers of the rich. In either case 
the alteration wrought in the distribution of wealth by taxation 
is strictly limited by the fiscal requirements of the state. 
Hence in order to increase the social effects of productive taxes, 
the state must be extended in function and larger revenues 
must be raised. For this reason, when democracies introduce 
progressive taxation, there is an ever present motive to widen 
the activity of the state and to secure by the growing taxes an 
ever larger disturbance in the distribution of wealth that takes 
place under free competition. 

So much for the productive effects of a tax. Now let us 
examine the prohibitive effects. 

While the fiscal effects of taxes are clear and palpable, their 
prohibitive working gives rise to numerous obscure and little- 
regarded phenomena of utmost social importance. Few are 
the thinkers who perceive how the basis selected for a tax tends 
to disappear under the unaccustomed weight. Men see clearly 
what is called into being by a tax, but they are apt to overlook 
what is crushed out of being. Too often a tax is devised to 
meet exactly the needs of government, on the assumption that 
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the basis of taxation as measured by statistical investigation or 
estimates will not sink or settle. But somehow or other the 
impost never yields what was expected and the revenue falls 
short of public needs. Now this gap that opens between 
expectation and outcome is due to neglect of the prohibitive 
workings of a tax. For legislators everywhere rest under the 
delusion that all the effects of a tax can be secured for the 
public treasury. As to-day you walk over the floor of Saint 
Mark's cathedral in Venice you notice that the pavement is 
all broken into hollows and ridges, the result of the uneven 
sinking of the foundation piles under the superincumbent weight. 
Once, doubtless, the floor was laid over even piles, but the 
architect had not allowed and could not allow for the settling. 
So is it in finance. Often the nicest adjustment of receipts to 
expenditures fails to bring a balanced budget because the finan- 
cier has overlooked the "give" or subsidence of the order of 
phenomena selected as a basis for compulsory contributions. 
He has assumed that the only effects of a tax are productive 
effects. He has ignored the tendency of every tax to crumble 
away the foundation on which it rests. 

Striking illustrations of excessively prohibitive taxes are found 
in earlier history, especially that of France under the old regime. 
In one district, says Taine, the king took fifty-six and a half 
per cent of the farm-product, this accounting for the abandon- 
ment of a multitude of domains. In another the peasants 
begged a philanthropic noble not to roof their cottages with 
tiles instead of thatch, lest their taxes be increased. In Cham- 
pagne the inhabitants more than once emptied their wine into 
the river to escape the duties, in this reminding us of the fella- 
heen who cut down their date trees to avoid the tax of Mahomet 
Ali, or of the British peasants who shut light and air out of 
their cottages in order to escape the hearth-and-window tax. 
Again we read that the horrors of the taille depopulated the rural 
districts. A turbot taken on the coast paid an entrance duty 
of eleven times its value ; the people of Paris were accordingly 
compelled to dispense with fish from the sea. In Toul and 
Verdun the taxes were so onerous that but few consented to 
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remain in the town, thus reminding us of the flight of wealthy 
city residents to the zone of suburbs to escape high urban 
rates. " Did we dare," says the petition of a little village to the 
king, " we should undertake to plant slopes with vines ; but we 
are so persecuted by the clerks of the excise that we would 
rather pull up those already planted." In all these cases the 
tax, instead of yielding revenue, suppressed the taxed phenom- 
ena. Hence Taine happily compares the French fiscal system 
of that time to a clumsy machine which, while shearing, also 
flays the victims. 

The prohibitive, repressive or penal instruments of political 
societies form a series, beginning with taxes and passing through 
all grades of property appropriation, disfranchisement, deten- 
tion, enforced labor and imprisonment, up to death itself. 
Hence the nature of a prohibitive tax may perhaps best be 
grasped if we compare it with a fine. A fine is assessed on a 
forbidden act by judicial process. A tax is assessed on a per- 
mitted act by administrative process. But in operation and 
effects the two are not distinguishable. Both connect certain 
payments with certain acts or conditions. Both cause these acts 
or conditions to disappear. In theory a fine is so fixed as to be 
absolutely prohibitive. In theory a tax is so fixed as to be 
absolutely productive. But just as the fine often permits rather 
than prevents, so the tax often prohibits rather than produces. 
The prohibitive tax has a place of its own in the regulative sys- 
tem of society. It is a light and humane means of suppressing 
certain orders of phenomena which are not criminal in them- 
selves, but which are contrary to public policy. Such socio-politi- 
cal taxes are the taxes on state-bank issues, on oleomargarine, 
on the liquor traffic, on foreign importations, and the proposed 
taxes on lotteries, option-sales and immigrants. 

The prohibitive tax being of the nature of a fine, its imme- 
diate consequences must all be negative. It prevents the ap- 
pearance of some phenomena that would otherwise occur. But 
on the principle of multiplication of effects, it often happens 
that the suppression of one order of phenomena causes certain 
other phenomena to arise. The free-trader calls attention to 
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the restriction of our foreign commerce and the falling off in 
the consumption of foreign goods ; the protectionist calls atten- 
tion to the growth of internal commerce and the increased use 
of domestic manufactures. The moralist shows how a high 
license tax thins out the saloons ; the cynic points to the 
increase of home drinking and club tippling. Furthermore, as 
desire persists even after the phenomena it called forth are 
taxed out of existence, the new order of phenomena due to the 
imposing of the tax is likely to resemble the old order ; as when 
the taxation of oleomargarine increases the use of butter. Just 
here the philosophy of social taxes is greatly misunderstood. 
Legislators do not see that to close up a certain route to the 
satisfaction of a desire does not remove the desire. The 
demand persists and opens up new routes to its satisfaction. 
Hence social taxes should aim to destroy the demand itself. 
Where the phenomena provoke the desire they satisfy, like the 
saloon or the lottery, a prohibitive tax is efficacious. 

Assuming a certain truth in the underlying philosophy of 
laissez faire, that is, assuming that the social interest and the 
algebraic sum of individual interests are in most cases nearly 
identical, we must regard the total burden imposed by a tax as 
the sum of its productive and its prohibitive effects. Whether 
the tax compels us to pay when we do what we would, or pre- 
vents us doing what we would — in either case there is a loss. 
The first loss is balanced by a corresponding gain to the 
treasury. The second is dead waste. Blindness to the fact of 
this waste is characteristic of early taxation everywhere. The 
patient submission to the extraordinarily oppressive and ob- 
structive taxes of former times was probably due to neglect of 
the negative burden of a tax. People measured the tax solely 
by what it got out of them. They supposed that they evaded 
the taille by refusing to cultivate, or escaped the duties by 
declining to import. They did not see that the burden of the 
tax fell upon them at the very moment when they supposed they 
were evading it. It has taken nations centuries to learn that a 
protective tariff is a prohibitive tax. How long will it take to 
learn that prohibitiveness is a quality characteristic of all the 
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older taxes ? May not the predilection of modern democracies 
for direct taxes on property or income indicate that this great 
truth is getting dimly stamped on the popular consciousness ? 

How should the statesman regard the prohibitive effects of a 
tax? The tax with important prohibitive effects is an edged 
tool that statesmen should not play with. It is true we utterly 
refuse to subscribe to the old laissez-faire doctrine of absolute 
non-interference. We recognize that governments have both 
the right and the occasion to initiate and carry out social 
changes. And for such purposes no instrument is handier than 
the prohibitive tax. It is capable of delicate adjustments, and it 
does not place the merely undesirable social phenomena on the 
same footing with the criminal. But in view of its grievous- 
ness and waste we insist that there should be no considerable 
prohibitive working of a tax except as foreseen and intended by 
the statesman. Fiscal grounds will not justify a social tax. In 
a socio-fiscal tax the fiscal reasons can justify only the fiscal 
effects; social reasons must justify the social effects. Other- 
wise the tax must be condemned. Though laissez faire be 
rejected, the presumption is still in favor of free enterprise. 
Those who would limit it must show cause. The statesman 
who recklessly uses the knife of taxation on the social body in 
his efforts to tap the hidden veins of wealth, must beware of 
bringing on a useless and dangerous internal hemorrhage. He 
is debarred from taxes with non-fiscal effects unless he can show 
definite socio-political reasons for using them. He must hold 
to the canon of social economy — a tax for fiscal purposes 
should have small prohibitive effects. 

With these maxims in mind let us address ourselves to the 
following ease. All the socio-political taxes that a people care 
to maintain have already been imposed. Their fiscal effects 
have been calculated and allowed for. Still a deficit appears. 
Additional revenues are necessary. How shall they be secured ? 

The first question is : Shall the basis of taxation be broad or 
narrow ? The canon of social economy must unhesitatingly pro- 
nounce in favor of a broad basis. Remember our task is to min- 
imize the social consequences of our taxes — to impose on society 
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a burden that shall bend or deform or twist or misshape or alter 
the configuration of society as little as possible. How shall this 
be done? I answer : By broad taxation. The prohibitive effects of 
a tax appear, we learned, when the basis begins to settle under its 
weight. Now we know that a house with a very broad foundation 
may rest solid and firm even upon sand. We know that if the 
atmospheric pressure of fifteen pounds to the square inch ex- 
tended to only a hand's breadth of the human body, there would 
result pain, deformity, disease and perhaps death. But under 
the same pressure evenly and uniformly distributed over the 
whole body, development is perfectly normal. Again we know 
that on the bottom of the deep sea under enormous pressure 
delicate types of marine fauna develop as freely as pansies in a 
flower bed. All because the pressure is universal and uniform. 
From these three striking analogies might we not conclude that 
the slightest alteration in society is effected when the burden of 
a tax is so widespread and all-pervasive that it rests with equal 
weight on all that one can do, all that one can be, all that one can 
have ? We want our revenue taxes to change society as little as 
possible. When by changing their normal activity individuals 
incur as much tax as they escape, taxed society maybe supposed 
to differ in the least possible degree from taxless society. 

Such is the a priori inference. The inference from history is 
like it. During a large part of this century the policy of civilized 
states has been greatly influenced by the laissez-faire school, with 
its unlimited confidence in the spontaneous development of trade 
and industry. Under this influence we might expect taxation 
to become less and less prohibitive. Now what has been the 
visible change ? Why, in both America and Europe the basis of 
taxation has been steadily broadened from classes to the whole 
of society, from species of phenomena to genera, from particular 
activities to general activities, from special forms of property to 
all property or income. Our states have worked through to the 
general property tax. England, with the income tax and the 
death duties, is strongly tending towards a greater land tax. 

How shall we get a broad basis ? 

This may be secured in two ways : first, by taking a great 
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many minor orders of phenomena ; second, by taking a few 
major orders of phenomena. The former is exemplified by the 
old English customs tariff, which imposed 1400 rates on 1400 
different imported articles ; the latter, by the tax on such vast 
groups of homogeneous phenomena as land values, houses, in- 
come, property, inheritances, railroad earnings, corporations, etc. 
As between these two methods we must pronounce in favor of 
the latter. Administrative reasons have long demanded simplic- 
ity for the sake of economy. We demand it in the interest of 
spontaneous social development. It is true the resting of the 
public burdens on a great many minor orders of phenomena 
relieves the average pressure on the taxed phenomena and 
reduces to a minimum the disadvantage of a taxed phenome- 
non as compared with the untaxed. But at the very moment 
this marginal inequality is diminished, internal inequalities 
appear among the taxed orders of phenomena. No one can 
distribute the weight of a burden evenly over a horse's back 
by suspending it from a multitude of small cords of unequal 
length. The most will be slack, and the few will be taut. Like- 
wise no legislator can discover the thousand different rates that 
will exert equal pressure upon a thousand different commodities. 
If the rate on mutton be lighter than the rate on beef, a greater 
proportion of mutton will be consumed than people's palates would 
have called for if both were untaxed. Thus barley might be 
favored over wheat ; cotton goods over woollen goods ; corporate 
enterprises over individual enterprises ; brain capital over farm 
capital. To escape this unintended interference with free in- 
dustry and free consumption, it seems better to select for taxa- 
tion a few universal orders of phenomena. In so far as the phe- 
nomena are homogeneous and the rate uniform, the pressure of 
taxation will be equable, and with respect to these phenomena 
society will develop with perfect spontaneity. It was for these 
reasons that in old France Vauban pleaded for his dime royale 
and the Physiocrats for the impdt unique. 

Our inquiry thus far has shown that taxation should rest 
upon a broad basis formed by a few orders of very general 
phenomena. If we inquire concerning the nature of the phe- 
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nomena fitted for fiscal taxation, we answer that they should 
be stable, i.e. phenomena that will persist and bear up under 
a heavy burden of taxes. A good illustration is the poll tax. 
Here the citizen himself is the phenomenon taxed, and he 
cannot be regarded as a very suppressible or sensitive phe- 
nomenon. In fact, a tax on citizens as such rests upon the 
stablest basis imaginable. If, as is often the case, emigration 
is at the same time prevented, only two modes of escaping the 
tax present themselves. The citizen may refuse to be born, or, 
if recklessness in this respect may have brought him within 
reach of the taxing power, he may commit suicide. Neither 
measure is frequently resorted to. Aside from justice, therefore, 
the poll tax is a good fiscal tax. Again, the fact that the hand 
of death forces every man to relinquish his accumulations at 
least once furnishes a solid basis for the highly productive suc- 
cession tax. Beyond a certain limit this tax is evaded by gifts 
inter vivos. But if combined with a tax on gifts, the succession 
tax is one of the most productive that can be imposed. 

These two cases suffice to illustrate what I mean by stable 
phenomena. Examples of the opposite class are not far to 
seek. The phenomena of trade and commerce have always 
been exceedingly sensitive to the burden of a tax. A compara- 
tively light charge on sales, exchanges, transportation, etc., has 
vast prohibitive effects. Setting the weight of government on 
the lines of traffic and exchange is like working a horse behind 
a choking tight collar. Individuals may surrender the benefits 
of free exchange in order to escape a comparatively trifling tax. 
Society cannot sacrifice the diffused social benefits of free 
exchange without being thrown back far toward barbarism. 
None will ever know the damage and delay done to civilization 
in Europe by the innumerable transit tolls, octrois and tariffs 
that prevailed until this century. The impatience with which 
toll roads, bridge tolls and stamp duties have been swept away, 
together with the later justification of the customs tariff as a 
social rather than a fiscal tax, shows that the phenomena of 
trade and traffic are vaguely felt to be unfit for fiscal taxation. 
These types suffice to indicate roughly the difference between 
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stable and unstable phenomena. But we now need a deeper 
analysis. 

The net advantage of every commodity is determined by the 
difference between the disutility of producing it and the utility 
of consuming it. When this is broad, the commodity has high 
resisting power. But under modern conditions this margin is 
split up into two parts by market value. The difference be- 
tween cost and value is producers' rent. That between value 
and utility is consumers' rent. There arise then two cases. Phe- 
nomena may be stable, first, because yielding large producers' 
rent, secondly, because yielding large comsumers' rent. Let us 
examine the latter case first. The typical phenomena of this 
class are the necessaries of life. Here the consumers' rent is 
very large, the phenomena are stable, consumption is inelastic 
and the prohibitive effects of a moderate tax are very slight. 
A tax on necessaries of life, then, conforms to the canon of social 
economy. But because paid by the poor in greater proportion 
than by the rich such a tax violates the principle of justice. A 
tax on comforts and ordinary luxuries, on the other hand, being 
paid by the well-to-do and rich, answers the requirements of 
justice. But because demands for such commodities is with 
few exceptions elastic and sensitive, the tax is apt greatly to 
curtail consumption and thus to waste the consumers' rent of 
the portion given up. Consumers' rents, therefore, seem to be 
an undesirable field for exploitation by fiscal taxes. Let us then 
consider the other order of stable phenomena, viz. those yield- 
ing large producers' rents. 

By virtue of the law of marginal utility large producers' rents 
are possible only by great differential of advantage or limitation 
of supply. Hence to tax large producers' rents is to tax monop- 
olies. Monopolies are an inviting field for taxation because of 
their high resisting ability. Not until the tax has entirely 
pared away the special profits they yield will they begin to sub- 
side under the pressure. Hence up to a certain limit a tax on 
a monopoly is purely productive. Two cases, however, may be 
distinguished : First, the monopoly may be taxed absolutely, as 
a unit ; in this case the point where the productive tax suddenly 
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becomes prohibitive is fixed and definite. Second, the monop- 
oly may be taxed distributively, according to product. In this 
case the tax will be purely productive until it appropriates all 
the producers' rent on the marginal portion of the product. 
Then prohibitive effects will set in and will increase with every 
increment in the tax rate until the business finally disappears. 

Few will have the hardihood to assert that monopoly taxes 
violate the principle of justice. While the tax on large con- 
sumers' rents falls upon property, the tax on large producers' 
rents falls upon riches, and particularly upon riches heaped up 
not by superior industry or self-denial, but by privileges, special 
opportunities and the stand-and-deliver maxims of the highway- 
man. As monopoly is profitable because of its power to tax 
the people, a monopoly tax is really but the people taking back 
their own. It is not an enforced contribution, but a recovery 
of stolen property. As monopolies are the source of many 
dangers that menace free institutions, a tax that will cut deep 
into these unearned profits is at once both fiscal and social. 
While filling the treasury on the one hand, on the other it 
brings in its train a series of beneficent social consequences 
of the highest importance. 

To summarize, I will state the following propositions which, I 
believe, have been established by my reasoning : 

1. Every regularly enforced tax either produces or prohibits. 

2. Though obscure and hitherto little regarded, the prohibi- 
tive effects of taxation are of the highest social importance. 

3. Taxation for purposes of revenue should rest on a broad 
basis formed by a few orders of highly general phenomena. 

4. These orders of phenomena should be stable and hence 
should include monopolized goods, the stablest orders of indus- 
trial phenomena. 

In closing, I propose that the following proposition be ac- 
cepted as the canon of social economy, co-ordinate and comple- 
mentary to that of administrative economy laid down by Adam 
Smith : A tax for purposes of reventie should have the least 
possible prohibitive effect. 

Edward Alsworth Ross. 



